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1 Insofar as the 1958 interpretation referred 
to above suggested that the branch banking 
laws are an appropriate general test for de-
termining the scope of the servicing exemp-
tion, such interpretation is hereby modified. 
In view of the different purposes to be served 
by the branch banking laws and by section 4 
of the Bank Holding Company Act, the Board 
has concluded that basing determinations 
under the latter solely on the basis of deter-
minations under the former is inappropriate. 

company on the basis of the section 
4(c)(5) exemption. 

(d) However, the Board does not be-
lieve that such conclusion prejudices 
consideration of the question whether 
such a company is within the section 
4(c)(1)(C) ‘‘servicing exemption’’. The 
basic purpose of section 4 of the Act is 
to confine a bank holding company’s 
activities to the management and con-
trol of banks. In determining whether 
an activity in which a bank could itself 
engage is within the servicing exemp-
tion, the question is simply whether 
such activity may appropriately be 
considered as ‘‘furnishing services to or 
performing services for’’ a bank. 

(e) As indicated in the Board’s inter-
pretation published in the 1958 Federal 
Reserve Bulletin at page 431 (12 CFR 
225.104), the legislative history of the 
servicing exemption indicates that it 
includes the following activities: ‘‘au-
diting, appraising, investment coun-
seling’’ and ‘‘advertising, public rela-
tions, developing new business, organi-
zation, operations, preparing tax re-
turns, and personnel’’. The legislative 
history further indicates that some 
other activities also are within the 
scope of the exemption. However, the 
types of servicing permitted under such 
exemption must be distinguished from 
activities of a ‘‘financial fiduciary, or 
insurance nature’’, such as those that 
might be considered for possible ex-
emption under section 4(c)(8) of the 
Act. 

(f) In considering the interrelation of 
these exemptions in the light of the 
purpose of the prohibition against bank 
holding company interests in non-
banking organizations, the Board has 
concluded that the appropriate test for 
determining whether a mortgage com-
pany may be considered as within the 
servicing exemption is whether the 
company will perform as principal any 
banking activities—such as receiving 
deposits, paying checks, extending 
credit, conducting a trust department, 
and the like. In other words, if the 
mortgage company is to act merely as 
an adjunct to a bank for the purpose of 
facilitating the banks operations, the 
company may appropriately be consid-

ered as within the scope of the serv-
icing exemption.1 

(g) On this basis the Board concluded 
that, insofar as the Bank Holding Com-
pany Act is concerned, a bank holding 
company may acquire, either directly 
or through a subsidiary, the stock of a 
mortgage company whose functions are 
as described in the question presented. 
On the other hand, in the Board’s view, 
a bank holding company may not ac-
quire, on the basis of the servicing ex-
emption, a mortgage company whose 
functions include such activities as ex-
tending credit for its own account, ar-
ranging interim financing, entering 
into mortgage service contracts on a 
fee basis, or otherwise performing func-
tions other than solely on behalf of a 
bank. 

(12 U.S.C. 248) 

[32 FR 15004, Oct. 3, 1967, as amended at 35 FR 
19662, Dec. 29, 1970. Redesignated at 36 FR 
21666, Nov. 12, 1971] 

§ 225.123 Activities closely related to 
banking. 

(a) Effective June 15, 1971, the Board 
of Governors has amended § 225.4(a) of 
Regulation Y to implement its regu-
latory authority under section 4(c)(8) 
of the Bank Holding Company Act. In 
some respects activities determined by 
the Board to be closely related to 
banking are described in general terms 
that will require interpretation from 
time to time. The Board’s views on 
some questions that have arisen are set 
forth below. 

(b) Section 225.4(a) states that a com-
pany whose ownership by a bank hold-
ing company is authorized on the basis 
of that section may engage solely in 
specified activities. That limitation re-
fers only to activities the authority for 
which depends on section 4(c)(8) of the 
Act. It does not prevent a holding com-
pany from establishing one subsidiary 
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to engage, for example, in activities 
specified in § 225.4(a) and also in activi-
ties that fall within the scope of sec-
tion 4(c)(1)(C) of the Act—the ‘‘serv-
icing’’ exemption. 

(c) The amendments to § 225.4(a) do 
not apply to restrict the activities of a 
company previously approved by the 
Board on the basis of section 4(c)(8) of 
the Act. Activities of a company au-
thorized on the basis of section 4(c)(8) 
either before the 1970 Amendments or 
pursuant to the amended § 225.4(a) may 
be shifted in a corporate reorganization 
to another company within the holding 
company system without complying 
with the procedures of § 225.4(b), as long 
as all the activities of such company 
are permissible under one of the ex-
emptions in section 4 of the Act. 

(d) Under the procedures in 
§ 225.4(a)(c), a holding company that 
wishes to change the location at which 
it engages in activities authorized pur-
suant to § 225.4(a) must publish notice 
in a newspaper of general circulation in 
the community to be served. The Board 
does not regard minor changes in loca-
tion as within the coverage of that re-
quirement. A move from one site to an-
other within a 1-mile radius would con-
stitute such a minor change if the new 
site is in the same State. 

(e) Data processing. In providing 
packaged data processing and trans-
mission services for banking, financial 
and economic data for installation on 
the premises of the customer, as au-
thorized by § 225.4(a)(8)(ii), a bank hold-
ing company should limit its activities 
to providing facilities that perform 
banking functions, such as check col-
lection, or other similar functions for 
customers that are depository or other 
similar institutions, such as mortgage 
companies. In addition, the Board re-
gards the following as incidental ac-
tivities necessary to carry on the per-
missible activities in this area: 

(1) Providing excess capacity, not 
limited to the processing or trans-
mission of banking, financial or eco-
nomic data on data processing or 
transmission equipment or facilities 
used in connection with permissible 
data processing and data transmission 
activities, where: 

(A) Equipment is not purchased sole-
ly for the purpose of creating excess ca-
pacity; 

(B) Hardware is not offered in con-
nection therewith; and 

(C) Facilities for the use of the excess 
capacity do not include the provision 
of any software, other than systems 
software (including language), network 
communications support, and the oper-
ating personnel and documentation 
necessary for the maintenance and use 
of these facilities. 

(2) Providing by-products of permis-
sible data processing and data trans-
mission activities, where not designed, 
or appreciably enhanced, for the pur-
pose of marketability. 

(3) Furnishing any data processing 
service upon request of a customer if 
such data processing service is not oth-
erwise reasonably available in the rel-
evant market area; and 
In order to eliminate or reduce to an 
insignificant degree any possibility of 
unfair competition where services, fa-
cilities, by-products or excess capacity 
are provided by a bank holding com-
pany’s nonbank subsidiary or related 
entity, the entity providing the serv-
ices, facilities, by-products and/or ex-
cess capacity should have separate 
books and financial statements, and 
should provide these books and state-
ments to any new or renewal customer 
requesting financial data. Consolidated 
or other financial statements of the 
bank holding company should not be 
provided unless specifically requested 
by the customer. 

(Interprets and applies 12 U.S.C. 1843 (c)(8)) 

[36 FR 10778, June 3, 1971, as amended at 36 
FR 11806, June 19, 1971. Redesignated at 36 
FR 21666, Nov. 12, 1971 and amended at 40 FR 
13477, Mar. 27, 1975; 47 FR 37372, Aug. 26, 1982; 
52 FR 45161, Nov. 25, 1987] 

§ 225.124 Foreign bank holding compa-
nies. 

(a) Effective December 1, 1971, the 
Board of Governors has added a new 
§ 225.4(g) to Regulation Y implementing 
its authority under section 4(c)(9) of 
the Bank Holding Company Act. The 
Board’s views on some questions that 
have arisen in connection with the 
meaning of terms used in § 225.4(g) are 
set forth in paragraphs (b) through (g) 
of this section. 
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